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E.O. 11652: GDS 
TAGS: MARR, TH 

SUBJECT: TAX EXEMPTION FOR U.S. MILITARY CONTRACTS IN THAILAND 

REF: A) STATE 122742 
B) COMUSMACTHAI 021056Z MAY 74 

1. 1 CALLED ON ACTING SUPREME COMMANDER ACM THAWI JUNE 21. 
DRAWING FULLY ON REFTEL A. I REVIEWED THE PROBLEM OF TAX 
EXEMPTION FOR CONTRACTORS PERFORMING SERVICES WITH FUNDS 
APPROPRIATED FOR USG DEFENSE EXPENDITURES IN THAILAND. I PLACED 
PARTICULAR EMPHASIS ON THE EXPRESSED INTENT OF THE US CONGRESS 
IN THIS CONNECTION AND MY CONCERN THAT THE LOSS OF TAX PRI 
VILEGES COULD HAVE AN ADVERSE EFFECT UPON MILITARY AND ECONOMIC 
ASSISTANCE PROGRAMS AND OTHER LEGISLATION AFFECTING THAI-US 
RELATIONS. IT APPEARED TO ME THAT THE POLICIES OF OUR TWO GOVERN- 
MENTS WERE IN DIRECT CONFLICT IN THIS SENSITIVE AREA. THE JULY 
1 DEADLINE SET BY THE RTG FOR THE WITHDRAWAL OF TAX PRIVILEGES 
HIGHLIGHTS THIS DILEMMA. I UNDERLINED THE SUBSTANTIAL PROGRESS 
MADE BY THE USGMMV IN UTILIZING THAI CONTRACTORS WITH THE 
EFFECT THAT OUT OF A TOTAL OF 965 DOD CONTRACTS LET IN THE 
PAST YEAR, 541 WENT TO THAI FIRMS. THESE CONTRACTS AWARDED 
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TO THAI FIRMS ACCOUNTED FOR $103.5 MILLIO OF DOD EXPENDITURES. 
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I STATED THAT IT WAS USG POLICY TO CONTINUE THE MAXIMUM USE 
OF THAI CONTRACTORS IN EXCHANGE FOR CONTINUED TAX RELIEF. 

2. MARSHAL THAWI SAID THE RTG DECISION WAS A CABINET 
DECISION TAKEN BY THE FIRST SANYA CABINET. THE DECISION 
COULD ONLY BE CHANGED BY RESUBMITTING THE ISSUE TO THE NEW 
CABINET. THAWI LEFT NO DOUBT IN MY MIND THAT THE OUTCOME 
WOULD BE NEGATIVE, GIVEN THE PRESSURES FROM THE PUBLIC, 

PRESS AND STUDENTS. HE SAID A FAVORABLE DECISION WOULD 
HAVE TO BE KEPT SECRET IN THE CABINET, AND THIS WAS IMPOSSIBLE. 

3. MARSHAL THAWI, AND GENERAL KRIANGSAK WHO WAS ALSO PRESENT, 
PROMISED FLEXIBILITY ON THE JULY 1 DEADLINE WHILE ACCEPTABLE 
ARRANGEMENTS COULD BE NEGOTIATED. THEY ASKED THAT WE NOT 
DELAY TOO LONG IN VIEW OF THE DOMESTIC PRESSURES ON THE RTG. 
THAWI UNDERSTOOD THAT THE "TECHNICAL REPRESENTATIVES" COULD 
CONTINUE THEIR WORK AS IN THE PAST, BUT THE THREE LARGE 
CONTRACTORS (AMP AC, TRANS-ASIA AND FEC) MUST BE 

PLACED ON A NEW BASIS. HE PROPOSED A JOINT VENTURE 
ARRANGEMENT SIMILAR TO THE RECENT THAI AM TAKEOVER OF AIR 
AMERICA'S MAINTENANCE OPERATIONS, WHICH HAD RESULTED IN GOOD 
PUBLIC RELATIONS AND HAD CLOSED THE FILE ON STUDENT COMPLAINTS 
AGAINST AIR AMERICA. BOTH THAWI AND KRIANGSAK BELIEVED 
THAT THAI CONTRACTERS WERE AVAILABLE TO PARTICIPATE WITH 
THE LARGE US CONTRACTORS AND THAT THEY WERE WILLING TO 
ACCEPT A SMALLER PROFIT. 

4. COMMENT: THAWI AND KRIANGSAK CLEARLY REFLECT THE 
SANYA GOVERNMENT'S WORRY OVER PUBLIC PRESSURE ON THE 
US PRESENCE. WE HAVE THEIR CONCESSION ON THE "TECH REPS" 

AND HAVE ACHIEVED SOME FLEXIBILITY IN REACHING A TRANSITIONAL 
AGREEMENT WITHOUT INTERRUPTION TO CURRENT OPERATIONS. I SEE 
NO WAY THAT WE CAN AVOID SOME COMPROMISE FORMULA ON THE TAX 
ISSUE BUT I HOPE IT CAN BE MINIMIZED. OUR PROPOSALS AND 
A REQUEST FOR FURTHER INSTRUCTIONS WILL FOLLOW. 

KINTNER 
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